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Development and Implications of the Chinese Foreign Investment Laws 
 
                                                                                Abstract 
 
Foreign direct investment (FDI) has been one of the most discussed topics in the drive for economic 
globalization. Multinational corporations (MNCs) consider FDI an important means to reorganize 
their production activities across borders, in accordance with their corporate strategies and the 
competitive advantages of host countries. Host countries regard inflow of FDI as a significant 
opportunity for integrating their economies into the global market and promoting their economic 
development. To maximize FDI’s benefits in economic development, host country governments 
employ a variety of policies and measures. In China, foreign investment has become a major issue 
in the global economy in the past few years, with China ranking among the world’s top countries 
with regard to foreign capital allocation. In this paper I analyze the development of the Chinese 
foreign investment laws from the early 1980s, when Deng Xiaoping started the “open-door” policy 
in order to open up the Chinese market to foreign investors and help the development of the 
Chinese economy until the recent years. The first period goes from the early 1980s to the 1992 and 
it is characterized by a very low level of development of the Chinese government’s policies 
concerning the law on foreign direct investment. Thus it can be define as an “experimentation” 
period, in which the government was moving the first steps into a field completely new and 
unknown. During this period, the legal and institutional framework for FDI inflows into China was 
set up. The second phase focuses on the first big step of Chinese foreign investments laws towards 
the common principles of foreign investment laws in market economies since 1993. This period was 
particularly meaningful for China trying to adapt itself to the new economic background came out 
after the end of the Cold War, by changing from a planned economy to a market one. The third 
phase is also important because it starts with China’s accession to the WTO. After nearly 14 years 
of talks and negotiations, in December 2001 China finally became a formal member of the World 
Trade Organization. With the accession, China promised to abide the WTO’s basic principles of 
non-discrimination, pro-trade, pro-competition and so on. In return, China was granted the 
privileges enjoyed by WTO members. These had significant implications for FDI inflow in the 
country because the accession provided improved access to foreign investors in new and existing 
areas as well as eliminating some of the legal and regulatory barriers that have created difficulties in 
the past. Along with this analysis, I consider the annual growth rate of the FDI for each period, in 
order to understand the role played by the Chinese government’s policies in the variations of FDI’s 
growth rate. My paper shows that China’ policy of economic reform and opening to the outside 














commitment by the Chinese government to further liberalize its FDI regime in accordance with 
WTO rules will enable China to remain one of the top FDI destinations in the world in the decades 
ahead. 
Key Words: WTO, Foreign Direct Investment, Market Economies. 



























































中我将对中国自 20 世纪 80 年代早期起的外商投资法的发展做出分析，即邓小
平开始实施促进中国经济发展的改革开放政策到最近几年的政策态势，邓小平







式过渡。第三阶段也不可忽略，20 世纪末期，中国开始了加入 WTO 的步伐。
在近 14 年的谈判和协商之后，2001 年 12 月中国终于成为了 WTO 的成员国。
作为加入 WTO 的条件，中国须接受并遵守 WTO 的基本规则，如非歧视原则、
推动贸易、支持竞争等。作为回报，中国将享有作为 WTO 成员国与其他国家
经贸往来的特权。因此，FDI 的流入对中国来说蕴含着重大的意义，中国加入
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                                                         Objective of the study 
Foreign direct investment (FDI) was a key factor in shaping the world economy during the 1980s 
and 1990s. During this period, it grew faster than trade and domestic production, with the world 
stock of FDI having reached nearly USD 6 trillion in 2000, ten times the level of 19801 and since 
the mid-1990s FDI has become the largest component of external financing for developing 
countries. It is estimated that FDI to developing countries increased to about USD 200 billion in 
2000 from USD 183 in 1999.2 During this period, FDI flows on a net basis were the only positive 
component of private flows going to developing countries. The global FDI decline in 2001, due to 
the recession affecting the world’s major economies, did not substantially affected the FDI to 
developing countries either.3  
Undoubtedly, FDI had a beneficial impact on developing host countries: as opposed to other 
sources of foreign capital, FDI has been the most important in providing access to foreign markets 
and tangible and intangible resources to the recipient country. These resources include capital, R&D, 
technology, human capital development through employee training, increased export earnings and 
organizational and managerial practices. 
In the period between 1985-1997, six developing countries were among the top 20 host economies 
for FDI (China, Singapore, Hong Kong, Thailand, Argentina and Brazil). Among them, China was 
one of only a few countries, which increased its inflows of FDI in 2001. By 2002, the cumulative 
realized values of inward FDI reached USD 448 billion (UNCTAD, 2012) and China became the 
largest host to FDI in the developing world. 
 
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
 
 
3 Most of the decline was on FDI going to developed countries: FDI declined by 59 per cent in the developed economies, compared 
to 14 per cent in developing countries (UNCTAD 2012), because the slower economic growth	   made	   firms	   look for low-cost 
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Figure 1.1    China’s FDI Inflows 1983-2001 (USD billion). (source:	  UNCTADSTAT- statistical database) 
                                                             Research Questions 
A remarkable development in the contemporary period of globalization, the opening up of China to 
FDI has attracted much attention from both academic and business sectors. A large number of 
studies have been conducted in this field. My thesis attempts to address the following issues.  
Why is China so successful in attracting FDI?  
Is China’s experience with FDI unique?  
Is there any relation between FDI liberalization (started in the 1990s) and the rapid increase in the 
FDI capital formation ratio?                                                  
                                                         Structure of the Thesis 
This paper is an attempt to answer the issues underlined above starting from an analysis of the 
development of the Chinese foreign investment Law from the open-door policy formulated in 1978 
to recent years. In particular, the first chapter reviews briefly general trends and the historical 
development of FDI in China. The second chapter focuses on the first big step of Chinese foreign 
investments laws towards the common principles of foreign investment laws in market economies 
since 1993. The third one analyzes the changes on CFILs required by China’s admission to the 
WTO. Each chapter is followed by an analysis of the FDI inflows in the country for every period 
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considered, to investigate the relationship between FDI liberalization and the rapid increase in the 
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1. The “Experimentation” Phase of CFILs from 1979 to 1980s. 
1.1 Historical development of CFILs in China. 
In 1979, as part of the “open door” policy initiated by Deng Xiaoping, the first steps were taken to 
attract FDI for the purpose of acquiring foreign capital, advanced technologies and management 
skills required for upgrading the industrial structure and stimulating economic growth to transform 
China from an essentially controlled and closed economy into a nation actively engaged with the 
international economy. Because of both ideological reasons and lack of experience, China followed 
a gradualist policy towards FDI, in terms of the geographical and sectorial restrictions on FDI 
inflows within China as well as with respect to the mode of entry and the operating environment 
generally. 
China’s FDI policy can be considered as comprising three phases. The first covers the period from 
the initial moves to liberalize, up to 1985. This is followed by the period to 1992 with the third 
phase leading up to the changes heralded by China’s entry to the WTO in December 2001. 
1.2 The characteristic of CFILs in the “experimentation” phase.  
In the early years since liberalization in 1978 China could be said have “experimented” with FDI. 
During this period, the legal and institutional framework for FDI inflows into China was set up. In 
particular, the introduction of a law on joint ventures (Jvs) in 1979, stipulating that foreign capital 
must account for at least 25 per cent of the total capital of any operation (with no restriction on the 
maximum), was followed in August 1980 by the creation of special economic zones (SEZs) in the 
southern coastal provinces. The SEZs were established primarily to attract foreign direct investment 
(FDI), expand China’s exports, and accelerate the infusion of new technology4. 
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
4	  More specifically, the belief that SEZs could play a positive role in economic development was based on four assumptions, that 
they would: (1) overcome the common problem of limited resources by supporting large-scale investment; (2) foster incremental 
experimentation- and trade-based learning, supported by government policies; (3) attract FDI to promote export growth and generate 
employment; and (4) facilitate economic liberalization (including trade, financial, and institutional liberalization) through policy 
measures and in situ innovations.  
Concession included tax holidays along with reduced import duties and tax rates. Companies (foreign and local) operating in the 
zones were also given greater managerial control, including flexibility in terms of labor market operations. Entry and exit formalities 
were eased and vast tracts of land were allocated for commercial uses and greenfield establishments. See Sheng Jeffrey l.J, Li 
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FDI was thus mainly directed to the four special economic zones (SEZs), established5 in the 
provinces of Guangdong (in Shenzhen, Zhuhai and Shantou) and Fujian (in Xiamen). It was 
expected that proximity and cultural ties would initially encourage capital inflows from neighboring 
Hong Kong and Taiwan. In 1984 another fourteen coastal cities were set up as “open cities” that 
offered investment incentives similar to those in the SEZs. These included Dalian, Shanghai and 
Guangzhou. In 1985 the Yangtze River delta, the Pearl River delta and the Minnan region were 
opened up as development zones, while in 1988 Hainan was added as a fifth SEZ. Even thought the 
total volume of FDI was fairly low during this stage, reflecting the cautious attitudes of both the 
Chinese government ad foreign investors, these late moves broadened the reach of FDI 
considerably.6 Another type of zone, the economic and/or technology development zone (ETDZ) 
was also created after the establishment in the coastal cities, but concessions applied only to small 
areas within cities. However these were established widely across China.7 The tight focus allowed 
the government to regulate and control the opening up of the economy, while learning how best to 
accommodate and use the investment inflows. This approach also provided an opportunity for those 
in government skeptical of the reform process to observe what was happening, and assisted in 
policy development.  
Initially, although investors from more than 100 different countries and regions invested in China, 
the majority of investors were ethnic Chinese (investments came mainly from and through Hong 
Kong and Macao), in areas of labor-intensive manufacturing and in the hotel and restaurant sector. 
Outdate communication and transport and delivery systems, restrictive labor practices, the lack of a 
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
5	  The SEZs were deliberately located far from the center of political power in Beijing, minimizing potential risks should any 
problems or political effects be generated during their functioning. 
6	  In 1981, the four zones accounted for 59.8 percent of total FDI in China, with Shenzhen accounting for the lion’s share at 50.6 
percent and the other three roughly 3 percent each. Three years later, the four SEZs still accounted for 26 percent of China’s total 
FDI. By the end of 1985, realized FDI in the four zones totaled US$1.17 billion, or about 20 percent of the national total. See Yeung 
Yue-Man, Lee Joanna, Kee Gordon. China’s Special Economic Zones at 30, Eurasian Geography and Economics, 2009, 50 (2): 222-
240. 
7	  From 1984 to 1988, 14 ETDZs including Dalian, Qinhuangdao, Tianjin, Yantai, Qingdao, Lianyungang, Nantong, Minhang, 
Hongqiao, Caohejing, Ningbo, Fuzhou, Guangzhou, Zhanjiang are the first that had been established after the approval of the State 
Council. In 1992 and 1993, eighteen other national ETDZs including Yingkou, Changchun, Shenyang, Harbin, Weihai, Kunshan, 
Hangzhou, Xiaoshan, Wenzhou, Rongqiao, Dongshan, Guangzhou Nansha, Huizhou Dayawan, Wuhu, Wuhan, Chongqing, Beijing, 
Urumchi are the second to be set up. From 2000 to 2002, the State Council decided to build the third group including Hefei, 
Zhengzhou, Xi'an, Changsha, Chengdu, Kunming, Gunyang, Nanchang, Shihezi, Xining, Huhhot, Taiyuan, Nanning, Yinchuan, 
Lanzhou, Lasa, Lanzhou. Besides, it also ratified Suzhou Industrial Park, Hainan Yangpu ETDZ, Shanghai Jinqiao Export Processing 
Zone, Ningbo Daxie ETDZ and Xiamen Haicang Investment Zone to enjoy the same preferential policies with these national ETDZs. 
The state-level ETDZ is a relatively small piece of land carved up in the coastal cities and other open cities. It attaches great 
importance to improving hard and soft investment environment and adheres to the policy of "mainly developing the high-tech 
industry, focusing on industrial projects, absorbing foreign fund and building up export-oriented economy" to strive for a fast and 
sound development. Serving as "Windows and bases" in the fields of opening-up, capital attraction, export enlargement, hi-tech 
development and regional economy promotion, it now becomes a powerful engine in developing regional economy and plays an 
important role in adjusting regional economy and industry structure. As a matter of fact, The ETDZs have scored great achievements 
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market for land, foreign exchange and foreign personnel restrictions and the finite life of JV 
arrangements all meant that FDI grew very slowly in the early reform period. FDI inflows were 
USD 1 billion in 1978 and 2 billion in 1985 (UNCTAD 2012). 
In 19868 laws were introduced under which wholly owned foreign enterprises and cooperative 
ventures were permitted. The easing of exchange restrictions and clarification of the legal position 
for foreign companies stimulated further investment. New incentives in respect of reduced duties on 
imported materials, equipment and vehicles together with additional tax breaks for technology-
oriented Jvs were also introduced. The allowing of wholly owned companies proved particularly 
attractive to western companies. 
In 19889 a law protecting against expropriations and allowing wider access to local markets and 
more equitable profit distribution arrangements was introduced. Developments since then have 
progressively clarified arrangements and eased restrictions on foreign companies. Gradually, 
following the successful economic expansion and modernization in the coastal regions, moves were 
made in the early 1990s to further extend the reach of FDI into the hinterland and the western 
provinces of China. In particular, a wider regional spread of FDI resulted as restrictions on the 
location of foreign companies were eased with the advent of new and high technology development 
zones (NTZs)10. Unlike in SEZs, the focus in these areas has been less on exports and more on 






	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  




10	  Establishing export bases for new and high-tech products in selected high-tech industrial development zones was an important part 
of the government's plan for developing trade through science and technology. The first designated export bases, selected because of 
their rapid overall development, rich talent, excellent equipment, and rapidly growing export of high-tech products, include the 
Beijing Zhongguancun Science and Technology Park and high-tech industrial development zones in Tianjin, Shanghai, Heilongjiang, 
Jiangsu, Anhui, Shandong, Hubei, Guangdong, Shaanxi, Dalian, Xiamen, Qingdao and Shenzhen. The Pearl River Delta, Yangtze 
River Delta and the Beijing-Tianjin region have the greatest concentration of such export bases; consequently export volumes of new 
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